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1. I ntroduction

1. The fit and proper principles are sengtive issues in many jurisdictions and their goplication
may vary according to the legal and political climate of the jurisdiction. For these reasons this paper
isfor guidance only.

2. Background

2. The Joint Forum has prepared a paper on “fit and proper principles’ as it applies to
conglomerates, which was endorsed by 1AIS in San Francisco in December 1999.

3. However, the paper does not address the issue of fit and proper principles in relaion to
gngle entities, nor in relation to groups of companies within a angle discipling eg. insurance,
Accordingly, this paper extends the scope of the Joint Forum paper and contains a section on the
goplication of those fit and proper principlesin relaion to insurance entities.

4, For the purposes of this paper, ‘insurance entities can be defined as any corporate body or
individua which is operating as an insurer, reinsurer or insurance intermediary and which is subject to
insurance regulion.
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5. The fit and proper principles contained in the Joint Forum paper on conglomerates can be
extended easly to insurance entities. Insurance entities may be smpler to assess because the
competency requirements cover only asingle industry.

3. Objective

6. The objective of this paper isidentica to that in the Joint Forum paper. It is repeated below,
amended to refer to the regulation of insurance entities.

7. To ensure that supervisors of insurance entities are able to exercise their responghbilities to
asess whether insurance entities are soundly and prudently managed and directed and that key
functionaries (directors, managers, shareholders and others who exercise a materid or controlling
influence over the affairs of the insurance entity) do not pose a risk to the interests of present and
future policyholders and beneficiaries of these entities.

8. On a case-by-case basis and when requested by other insurance supervisors, to promote
arrangements to facilitate consultation between supervisors and the exchange of information on
individuas and regulated insurance entities, to achieve the above.

4, Fit and Proper Principles

0. The Joint Forum paper lists seven principles, which are noted below, adapted in relation to
insurance entities. Principles 5, 6 and 7 of the Joint Forum paper, have been combined below as one
principle.

4.1 Necessity

10. In order to assg in ensuring that supervised insurance entities are operated prudently and
soundly, fitness and propriety or other qualification tests should be applied.

4.2 Subjects

11.  These tests should be gpplied to key functionaries (directors, managers, shareholders and
any other persons exercising a materia or controlling influence on the management, operations or
shareholding of supervised insurance entities — sometimes termed “controllers’). Certain jurisdictions
may require that these tests aso be applied to other senior employees (for example, underwriters,
financid controllers, treasurers, etc).

4.3 Timing

12.  Ftness, propriety or other qualifications tests should be gpplied &t the authorisation stage and
thereafter, on the occurrence of specified events.
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4.4 Responsibility

13.  Supervisors expectations are that insurance entities will take the measures necessary to
ensure that fitness, propriety or other qudification tests are met on a continuous bass.

4.5 Supervisory Cooperation

14.  In cases where key functionaries are known to have connections in other jurisdictions,
supervisors should communicate with those supervisors in the relevant jurisdictions as part of the
assessment procedure.

a Supervisors should contact the insurance supervisors in the jurisdictions concerned.
However, if an individua (or corporation) has been working outside the insurance sector but
in a regulated financid services sector in another jurisdiction, it may aso be necessary to
exchange information with the supervisor in that other sector;

b. Where thereis no direct channd to a supervisor in another jurisdiction, it may be possble to
route information to the relevant domestic supervisor (of the key functionaries) for onward
trangmisson;

C. Supervisors “reach” may not extend to other entities in the group which are regulated by
supervisors in other jurisdictions, or to unregulated entities in the parent group. In such
cases, supervisors should be aware that measures taken to apply fitness, propriety or other
qudification tests to such entities may create the fase impression that supervison generaly
extends to those other (or unregulated) entities.

d. Most countries have legidation in place protecting the privacy of individuas and accordingly
it is recognised that there may be limitations to a free exchange of information between
SUPErVisors.

e. It may be that arrangements to exchange information between supervisors should be
formdised in agreements, e.g., Memoranda of Understanding, to establish a framework for
the efficient trandfer of such informetion.

5. General Statements

15.  The Joint Forum paper contains alarge number of statements of suggested practice. For the
purposes of this paper, certain of these have been incorporated below (amended and summarised),
to outline the generd gpproach to which insurance supervisors should have regard. However, for
completeness of statement and intent, reference should aways be made to the Joint Forum paper.

a Insurance supervisors may be subject to statutory and other requirements in gpplying fitness,
propriety or other qudification tests to the insurance entities under their jurisdiction. It is not
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intended that such statutory and other requirements (as well as procedures for the gpplication
of those tests) should be superseded by the principles and agpplications set out in this paper.

b. An effective and comprehensive supervisory regime should include controls designed to
encourage the continued satisfaction of the fitness, propriety or other qudification tests of
supervisors and to alow supervisory intervention where necessary.

C. Supervisors should have & their disposal various sanctions to ensure remedid measures are
taken in respect of key functionaries who do not meet the relevant fitness and propriety or
other qualification standards. An appropriate appeals process should be made available to
individuds affected by remedid determinations made againgt them.

d. When acquiring responghilities and powers in new aress of the provison of financia
savices, (e.g. in circumstances of new or changed legidation), the supervisor may take into
congderation evidence of past performance of insurance entities and their key personnd!.

e Supervisors should be aware that, as concerns the functions and responsbilities of directors
and officers, there are sgnificant differences in legidaive and regulatory frameworks from
country to country. In some countries, there is a two tier board system congsting of a
supervisory board which has a main function of supervisng the management board. Thus,
the supervisory board has no executive functions. In other countries, with a unitary board
system, the board has a broader respongbility. In this regard, fitness, propriety or other
qudification tests should be gpplied to directors in the light of their role and respongbilities.

f. It is recognised that in addition to the factors identified in the previous paragraphs, the
assessment of fitness, propriety and other qudifications may be ajudgmenta matter and that
upervisors may have additiona information at their disposd that they can consder on a
case-by-case basis.

s} It is recognised that an individud consdered fit for a particular postion within an inditution
may not be consdered fit for another posdtion with different responsibilities or for a amilar
postion within another inditution, and conversdly, an individud consdered unfit for a
particular podition in a particular inditution may be conddered fit in different circumstances.

6. Application of the Fit and Proper Principles

6.1 Individuals

16.  In determining whether individuds are fit and proper to hold the postion of shareholder,
director, officer or manager, in an insurance entity a supervisor shdl consider:

a whether the individuds have sufficient skills, knowledge and soundness of judgement to
undertake and fulfil the particular duties and respongbilities,
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17.

the rdlevant competence, diligence and soundness of judgement of the individuds, including
previous experience, track record, quaifications and training;

the individuas reputation and character;

in respect of soundness of judgement, the degree of baance, raiondity and maturity
demondrated in conduct and decison-taking, including whether they have engaged in, or
been associated with, any unsatisfactory business practices;

generdly, whether the interests of policy owners, insurance clamants, customers and
creditors of  the insurance entity are in any way threstened by the individuals occupying the

pogition.

In addition, the individuas should not have a record or evidence of previous business

conduct and activities where individuds have:

a

18.

been convicted for an offence under any legidation designed to protect members of the
public from financia loss due to dishonesty, incompetence or malpractice;

engaged in any business practices gppearing to be deceitful or oppressve or otherwise
improper, whether unlawful or not, or which otherwise reflect discredit on the individuds
methods of conducting business,

been a party to any action or decision of the board or management of the insurance entity,
which was detrimentd to the interests of the entity, and if gppropriate, its policy holders.

The individuas should aso have achieved a satisfactory outcome as a result of security and

finendd vetting:

a

Security vetting may be undertaken with the help of law enforcement agencies (usualy a
government or police anti-fraud authority), who will carry out their own investigations with
the rdevant authorities, to establish if there is any crimind record involving fraud, crimind
breach of trugt, forgery and other crimina offences, eg relating to dishonesty. Information
required of an Individud applicant, for the purposes of security and financid vetting, is
provided in Annex 1;

The supervisor in the country of origin of the busness operation should be contacted to
ascertain whether there are records of non-compliance, contravention of the statutory acts
and regulation, non-cooperation, industry misconduct, etc.

Financid vetting with the financid supervisory authorities may be undertaken. Such
information will demondrate whether there is any financid misconduct, improper conduct of
financid accounting with financid inditutions, bad loans, record of corruption activities or
whether the applicant has been judged to be a bankrupt.
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d. The supervisor may require that insurance entities have in place policies for saf-assessment
and may have reserve powers to remove unfit or improper individuas.

19.  If necessary, an interview could be conducted with the prospective gpplicant.

20.  Once an insurance entity is authorised, the supervisor should continue to take account of
performance of dl rdlevant individuas:

a imprudence in the conduct of business, or actions which have threatened the interests of
policy holders will reflect adversely on the competence and soundness of judgement of those
responsible;

b. falure by an insurance entity to conduct its business with integrity and professona skills will
reflect adversdy on the probity, competence, and soundness of judgement of those
respongble. This goplies whether the matters of concern have arisen from the way the
individuals responsible have acted or from their failure to act in an gppropriate manner;

C. asessment of the dgnificance of such actions or omissions should be a cumulative approach;
that is, the supervisor may judge that an individua does not fulfil the criterion on the basis of
severd ingances of such conduct which, if taken separately, might not have led to such a
concluson.

6.2 Corporate Institutions

21.  Corporate indtitutions are sometimes shareholders and or directors and officers (i.e. key
functionaries) in insurance entities. In these cases the test and evauation of fit and proper principles
should aso be applied to these indtitutions.

22.  Inthe broad test of fitness and probity for indtitutions, insurance supervisors should look for
evidence that the indtitutions meet a high sandard by reviewing the following:

a their financid soundness and strengths;

b. the nature and scope of their business,

C. the key functionaries,

d. the group structure (if applicable) and organisation chart.

23. Where necessary and where the corporate inditutions are regulated entities in another
jurisdiction the insurance supervisor should seek confirmation from the relevant regulators thet the
inditutions are in good standing in that other jurisdiction.
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Annex |

I nformation Required for the Purpose of Security and
Financial Vetting of an Individual

This annex contains a sdection of information that an insurance supervisor may ask for to be
submitted for assessment purposes. The annex is meant for guidance only and it is for the supervisor
concerned to select the appropriate questions. Local data protection laws of certain countries may
not permit some of the following information to be requested, retained or disclosed. In such
Stuaions, the supervisor should seek to obtain as much relevant information as is legaly permitted,
to enable ajudgement to be formed on the suitability of the individud for that position.

Name (and any previous names):

Private and business address (including any other private addresses within the last 15 years),
current telephone, fax and e-mail addresses:

Date and place of hirth:
Nationdity (and any previous naiondity):

Passport/identity card:

- Number:

- Date and place of issue:
- Isuing authority:

Name and address of bank:
- Account numbers and type of account:

- Deails of any loans or guarantees issued to or on behdf of the company in which the
applicant has a management or shareholding interest.

Family datus.
Details and dates of academic qudification:
Detalls and dates of professond quaification:

Description of the prospective position (including responshbilities) and proposed date of
commencement:

Working experience:

- Exiging and previous employers (covering the last 15 years):
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- Dealls of whether the applicant and / or his employers have been formaly supervised or
regulated

- Nature of employer’s busness

- Deggnation:
(including duties and responghilities)

- Date of gppointment:

- Dateof redgnation / departure:

- Reason for resgnation / departure.

- Deails of other busness interests in the last 15 years where the applicant has been a
working shareholder, director or controller.

Rdationship with the company and other third parties:-

- Details of shareholdings or voting powers in the company, related or third parties:

- Deailsof any busness relationships with the company, relaed or third parties:

- Details of any business rdaionship between the gpplicant’s former employers and the
company, related or third parties.

Full details on the gpplicant’ s reputation and character:-

- Whether the applicant has ever been declared bankrupt;

- Any convictions of any offence involving fraud or other dishonesty;

- Any disgudification of the gpplicant from acting as a director or in the management of any
company or organisation;

- Whether the gpplicant has ever been refused (or had revoked) a licence or authorisation
to carry on any regulated financid business,

Any censure or disciplinary action initiated by any governmentd, regulatory or professond
body;

Any dismissals from office or employment, subjection to disciplinary proceedings by the
applicant’s employer or been refused entry to any profession or occupation;

Any litigation with which the gpplicant has been involved over thelast 5 years,

Whether any governmenta, regulatory or professond body has ever investigated any
employer, company or organisation with which the gpplicant has been associated with as a
director, officer, manager or shareholder;

Whether any company or organisation with which the gpplicant was associated as a director,
officer, manager, shareholder or controller has ever been wound up, gone into receivership or
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ceased trading ether whilst the gpplicant was associated with it or within one year after the
applicant so ceased to be associated.
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